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Even Albert Einstein, it's been reported, needed help on his "1040." And 
he died 40 years ago. Over the years, it's gotten even more compli­
cated - - since 1986 alone, there have been more than 5,000 changes to
the federal tax law.
But, it really doesn't take a genius to understand and make use of the tax 
provisions available to you. And, it needn't be an annual nightmare, 
either. With a little knowledge and some patience, believe me, it can be 
done. In the next few minutes, I'll help you with the knowledge. The 
patience you'll have to muster on your own.
Before I begin, let me point out that my comments are intended for a 
general audience; so, the information I present will be rather generic. If 
you have questions about topics I don't cover, I'll be happy to answer 
them for you after my talk. At that time, I'll also pass out copies of a 
brochure that offers more detail than I'm able to give you during this talk 
and provides more tips to help with your tax filing.
First off, each year the tax law is updated to build inflation into tax rates 
and entitlements. Let's start with the most basic -  tax rates. For '95,
tax rates, or "brackets" as we call them, remain the same as in 1994 -
namely 15%, 28%, 31%, 36% and 39.6%. But, of course, the incomes 
that trigger the brackets have been adjusted for inflation.
And, just for your information, did you realize that these rates that we're 
always talking about only apply above certain income notches on which 
you pay a fixed amount of tax? For example, if you are married and filing 
jointly, you pay $5,850 on $39,000, which is 15%, and then 28% on 
income above $39,000 but less than $94,250. Knowing your marginal 
tax rate is important to determine how much you'll owe in taxes. But, it's 
also pivotal to selecting among some tax-advantaged investments, which
I'll discuss a little later.
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For 1995, your tax is determined by your income level and filing status 
as of December 31, 1995. Filing status is the first factor you should 
consider; changing your status can make a real difference in your tax bill. 
The five filing statuses are: single; married, filing jointly; married, filing 
separately; head of household; and qualifying widow(er).
Here are some things to consider in determining your filing status. For 
married taxpayers, an important question is whether to file separately or 
jointly. If you and your spouse earn taxable income, it may be best to 
calculate your taxes both ways to determine which provides the lowest 
overall liability. While there are exceptions, filing jointly generally saves 
taxes if one spouse earns all or most of the income. If one spouse earned
far less than the other but had a large number of personal deductions -- 
for example, large medical or miscellaneous expenses -  filing separately 
and itemizing may reduce your total tax liability. Remember that if you 
file separately and one spouse itemizes deductions, so must the other.
Head of household status is something you might want to consider if you 
are not married at the close of the year and maintain your home as a 
residence where your child, grandchild or other dependent relative lives 
more than half the year and you provide more than half the cost of 
maintaining the home. You may also qualify if you maintain a separate 
household for your dependent parents. Generally, head of household 
status is more advantageous than single-filer status.
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Let's move on now to deductions and adjustments. To make the 
process more logical, let me first help you understand the difference. 
Adjustments are subtracted directly from gross income, whether or not 
you itemize personal deductions on your tax return. The resulting figure 
is called your "adjusted gross income," or "AGI” as people frequently 
refer to it. Deductions, on the other hand, are reductions to your AGI 
based on tax-allowed expenses, such as medical bills. Subtracting 
personal deductions from your AGI, in other words, gives you "taxable
income."
Of course, one of the best ways to reduce your taxable income is to claim 
every deduction to which you are entitled. With higher tax rates, each 
deduction you claim may become more valuable. For example, if your tax 
rate rises from 31 to 36 percent, each deductible dollar will rise in value 
from 31 to 36 cents. Let me now point out a few ways in which you can 
maximize your deductions.
One decision you'll have to make is whether to itemize or claim the 
standard deduction. Generally, you should itemize if your deductions total
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more than the standard deduction for which you qualify. For '95,
standard deduction figures are up slightly to keep pace with inflation. 
The brochure I'll give you lists those deductions.*
Keep in mind that, since 1991, high-income taxpayers have been required 
to reduce their itemized deductions by 3 percent of their AGI over a 
certain threshold, adding as much as 1.19% to your marginal tax rate. 
For '95, the level is $114,700 ($57,350 if married and filing separately), 
up from $111,800 in '94. The reduction, however, doesn't affect 
deductions for medical expenses, investment interest, and casualty, theft, 
or gambling losses, and it can never be more than 80 percent of your 
otherwise allowable deductions. In other words, you'll always get at 
least 20% of your deductions.
*To order the brochure, "Taming Your Taxes: 1995 Filing Tips from 
CPAs," call the AICPA Order Department at 1 -800-862-4272 and request 
product #_____ . Cost is $24/100.
If you fall into this group, you may want to calculate what effect this 
provision will have on your liability before deciding whether to itemize. 
And, remember that personal exemptions are also phased out above set
levels at a rate of 2% for each $2,500 or fraction thereof above these 
levels (or, $1,250 for married individuals filing separately). The triggering 
income levels have been raised for '95 to $172,050 for married joint filers 
(or, $86,025 for those married but filing separately), $114,700 for 
singles, and $143,350 for heads of household.
If you decide to itemize, it's important to take advantage of every
deduction you can. Now, I'd like to give you an idea of some of the 
deduction categories available to you.
I'll begin with the broadest, but yet least understood category -  
miscellaneous expenses. Keep in mind that miscellaneous expenses are 
only deductible to the extent that they surpass two percent of your 
adjusted gross income. But the list is long.
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Miscellaneous expenses generally fall into three categories -
unreimbursed employee business expenses, investment and tax. 
Qualifying business expenses include union dues, uniforms, business 
meals, employment-related education, subscriptions to professional and 
trade publications, and travel and job-hunting expenses. Eligible 
investment expenses include professional advice such as fees for tax 
return preparation, and rental fees for safe-deposit boxes in which you
keep stocks and bonds.
Of course, there are certain limits on the deductibility of various items.
For instance, the deductible amount for business-related meals and
entertainment is 50 percent. And while dues to unions, professional 
groups, and some civic organizations, such as Kiwanis and Rotary, 
qualify, dues to organizations that exist primarily to provide entertainment 
or related facilities are no longer deductible. These groups include social,
athletic, meal, airline and country clubs.
To deduct job-related moving expenses, your new job must be at least 50 
miles farther from your former home than your old job was. You can no
longer deduct the costs of house-hunting, temporary living, and meals 
while en route to your new home. Also, only the cost of transporting 
you, your family, and your possessions is deductible.
Also, a variety of investment- and tax-related expenses are deductible.
For example, you can claim the rental fee for a safe deposit box that 
holds your investment-related documents. You can also deduct 
counseling and professional fees related to investments, tax preparation 
and representation at tax-related hearings and trials. You can even 
deduct the cost of phone calls to the IRS to get tax information!
Let me move on to the most common, although perhaps equally 
misunderstood category of deductions -  medical expenses. While you 
must reach a threshold of 7.5 percent of your AGI before medical 
expenses can be deducted, don't assume you can't surpass it without 
tallying your expenses. The list of items that are eligible is extensive, so 
be sure to do your homework.
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Of course, the list includes what you might expect - - namely, doctors, 
dentists, hospital services, prescription drugs and medicines, laboratory 
tests, and health insurance premiums. However, also eligible are such 
items as eyeglasses, contact lenses, braces, orthopedic shoes, hearing 
aids, wheelchairs and acupuncture services. Even home improvements 
made to accommodate a handicapped family member or for other medical 
reasons - - such as installing central air conditioning or an air cleaner to 
alleviate allergies -- are sometimes deductible as a medical expense to the
extent that their costs exceeds the value they add to your home.
Uncle Sam also rewards charitable taxpayers. If you itemize, you can 
generally deduct 100 percent of your charitable deductions, as long as 
the total does not surpass 50 percent of your adjusted gross income. 
Keep in mind, however, that a 20- or 30-percent ceiling may apply, 
depending on the type of contribution and the organization receiving it -  
so, check the rules.
If you've donated capital-gains property to charity, you may get a double 
tax break. Providing you held the property for more than a year, generally
-9-
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you can deduct its fair-market value at the time of the donation without 
paying tax on the appreciation. If you have artwork, real estate or other 
property that has appreciated substantially, that could be a good deal!
However, be aware that since last year, the rules require a 
contemporaneous written receipt for any contribution of $250 or more. 
A canceled check alone is no longer adequate proof. And, although the 
value of any time you devote to charity is not deductible, many expenses 
associated with volunteer work are -  for example, uniforms and 
transportation.
Another big tax-saver for many people is the deductibility of costs 
associated with owning a home. Mortgage interest expense on first or
second homes and real estate taxes are deductible. Interest on home 
equity loans up to $100,000 remains tax deductible in 1995. So, if you 
have extensive credit card or consumer debt, you may want to consider 
a home equity loan to turn that non-deductible interest into a tax write­
off.
Points paid to acquire a primary residence are also deductible. In fact, the
IRS announced that it will allow home buyers to deduct points on a 
mortgage even if the points were paid by the seller. And the ruling is 
retroactive to the beginning of 1991; so if you qualify, make sure to file 
an amended return to take advantage of this tax break.
However, if you are among the many homeowners who refinanced their 
mortgages this year, remember that those points are generally not fully 
deductible. Instead, the deduction must be prorated -  divided ratably -
over the term of the loan.
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If you sold a primary residence during 1995 and are age 55 or older, you 
may be eligible to elect to exclude from taxable income up to $125,000 
of any profit realized on the sale. This is a once-in-a-lifetime exclusion for 
an individual or a married couple. If you qualify, consult your tax adviser 
about the restrictions that apply.
Unfortunately, an increasing number of taxpayers have become familiar 
with casualty losses during the last few years. To be deductible, losses
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must be sudden and unexpected -- such as those caused by a fire, 
hurricane, flood or other storm. Total casualty losses -  such as losses 
from theft -  for the year are deductible to the extent that any 
unreimbursed portion exceeds 10 percent of your adjusted gross income. 
In addition, each loss is subject to a $100 deductible. As with all 
deductions and adjustments, you may want to consult a CPA for the 
specific rules and restrictions.
Taking advantage of tax credits is yet another way to trim your tax 
liability -  and something you should discuss with your CPA. There are 
two credits that are intended to help ease the burden of caring for your 
dependents. If you hire someone to care for certain dependents while
you work, you may be entitled to a dependent care tax credit for the 
expenses, depending on your adjusted gross income, of 20-30 percent 
of up to $2,400 in expenses for one dependent and up to $4,800 for two
or more. Also, the earned income credit lowers taxes for low-income
workers who support children, with a maximum credit of $2,094 for one
child and $3,110 for two or more. Also, an earned income credit of $314
is available to some low-income workers without children. This credit is
even refundable to the extent it reduces the tax below zero.
And, there are still other adjustments to gross income that may be less 
familiar. If your are divorced, for example, you can deduct alimony paid 
to your former spouse. If you're self-employed, you can claim 50 percent 
of your self-employment tax and 30 percent of health insurance premiums 
you pay. And so on; check with your CPA for other income adjustments
that may apply to you.
Now, let me move on to some timeless tips for making any tax season 
less taxing. The first three steps in the process should be: prepare, 
prepare, and PREPARE! Organizing and reviewing your financial records 
for the year is far and away the most important aspect of tax filing. And 
it's a process that should be part of your everyday life -  just like brushing 
your teeth. You need to hold on to your income statements and save 
your sales receipts -  jot down on them what they're for before you file 
them, and then file them by category, such as professional expenditures, 
medical fees, rental property expenses, etc. When tax time rolls around,
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then, you won't be rifling through papers and scrambling for receipts. 
Instead, it becomes a simple process of taking stock of what you already
have on hand.
The first step in this process is to collect your income records. The IRS 
helps you here by requiring certain income statements for you from your 
employers.
First, I'm sure you all know about the W-2 forms you get from any 
employer you worked for during the year. The W-2 lists your taxable
wages and fringe benefits and the amount of federal, state and local
taxes you paid through withholding.
Another, less familiar set of forms is the, let's call it the "1099 series."
I'm sure you've gotten forms showing interest and dividend earnings on 
bank accounts, security holdings and other investments. That's a 1099. 
If you sold stocks or bonds in 1995, you should receive a 1099-B. A 
1099-B lists your proceeds and is required of all banks, savings and loans, 
brokers, and the like to be provided to you by January 3 1 ,  1996. Finally,
if you've "freelanced" during the year -  that is, provided non-employee 
or personal services such as consulting, writing or graphic design 
services, you'll get a 1099-MISC from each company that paid you at
least $600 for such services.
While these IRS forms help you track your income, you must make sure 
to double-check them for accuracy! The figures on them are reported to 
the IRS, which will compare them to the figures on your tax return. And, 
of course the numbers must match. If you find any inaccuracies, try to 
get a corrected form. If that's not possible, then document the errors, 
and attach the documentation, along with a note of explanation, to your
return.
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There are many other types of taxable income you must report, and it is 
important to keep your own records to document them. They include: 
state and local income tax refunds; alimony; winnings and awards; 
unemployment benefits; pension-plan distributions, such as from an IRA 
or Keogh account; and, in some situations, a percentage of Social
Security benefits. The brochure I've mentioned will give you some more 
examples.
Yet another source of income is the sale of your home. To document 
your proceeds, you'll need to have on hand every closing statement, 
receipt and canceled check surrounding the sale as well as those from the 
original purchase. You should gather receipts and canceled checks for 
any home improvements you've made, which may increase your cost 
basis for purposes of calculating profit. Also, you'll need proof of 
expenses incurred to fix up the house 90 days before the date of contract 
of sale and up to 30 days after the sale. And, if you bought a new home, 
you'll need records from that closing.
Moving on to documenting your deductions and adjustments, you should 
start by reviewing your tax returns from previous years as a reminder of 
what you've claimed in the past. Then, carefully go over your paycheck 
stubs, checkbooks, credit card statements, and records of cash
payments. Set aside all canceled checks and receipts for any expenses
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that you think might be deductible -- I'd say it's better to throw away 
unnecessary receipts when you file than to throw away tax savings.
Everything we've talked about so far has to do with calculating and 
documenting your AGI. However, there are a few other issues to 
consider as you get ready to file your tax return. If you have an
abundance of credits and deductions this year, you may not be able to 
use them at all. That is, you may instead be subject to the alternative 
minimum tax -  or AMT. This is like a separate system -  with its own
maze of rules - - designed to ensure that everyone pays a minimum
amount of tax. To determine if you'll fall under the AMT, you should 
calculate your taxes according to both systems. Since the rules are very 
complicated, you might want to consult a CPA.
Another issue to consider is that if you had Social Security taxes withheld 
by more than one employer in 1995, you may have overpaid. The 
maximum amount due in 1995 was $3,794.40 -  the FICA tax on a salary 
of $61,200, $600 higher than last year. If you paid more than that, note 
the excess on the appropriate line of your 1040.
Finally, if you can't pay the taxes you owe, be sure to file your return on 
time anyway. You can then file Form 9465 to request an installment 
agreement to pay what you owe. But if you can't meet the filing 
deadline, then you must complete Form 4868 to obtain an automatic 
extension to August 1 5 , 1996. The full amount of tax is still due by April 
15, however, or else you'll be subject to interest and late-payment 
penalties. Or, again, you can file to request an installment-payment
agreement.
Despite all of this information, if you're still feeling queasy about your tax 
bill, there are a few tax-planning methods you may want to consider. 
Some you may have time to use this year; others you'll want to put in 
place now for 1996.
A very important tax-planning concept is to shelter as much income as 
you can in retirement plans. One plan you can still put in place to help 
with your 1995 tax year is the Individual Retirement Account, or IRA. 
While many people overlook this opportunity, you can open an IRA for the 
filing year up to the tax filing deadline, April 15, 1996. Contributions
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you make to an IRA lower your taxable income dollar for dollar, and the
money in your account grows tax-deferred.
Let me go over the IRA deduction rules briefly. If married, and you and 
your spouse are not active participants in an employer's pension plan, you 
can deduct an IRA contribution. The contribution limits are $2,000 if 
single, $4,000 if married and both spouses work and each earns at least 
$2,000, and $2,250 if you are married and only one spouse works.
If you and/or your spouse are covered by a pension plan, you still may be 
able to deduct an IRA contribution, depending on your adjusted gross 
income. Singles with AGIs under $25,000 and married couples filing 
jointly with AGIs under $40,000 can take a full deduction. Singles with 
AGIs between $25,000 and $35,000 and married couples with AGIs 
between $40,000 and $50,000 are eligible for partial deductions.
For the self-employed, a Keogh plan may be the best retirement option. 
If you have any self-employment income, you can generally contribute 
and deduct up to the lesser of 25 percent of your net self-employment
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income, or $30,000, to a Keogh plan. The deadline for opening a Keogh, 
unlike an IRA, is December 31 of the filing year.
Since you've missed the Keogh deadline, you should consider setting up 
a Simplified Employee Pension Plan, or SEP. An SEP is a special type of 
IRA. Unlike an IRA or a Keogh, you have until your tax filing date, 
including extensions, to establish and contribute to an SEP.
One of the best retirement plans of all is a 401(k). If you have not
enrolled in your company's plan, I recommend you do so as soon as
possible.
There are three reasons for the 401(k)'s attractiveness: one, the amount
you contribute comes from your pre-tax salary; two, your money grows 
tax-deferred until you withdraw it at retirement; and three, many 
employers match all or part of your contribution.
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All four of the retirement plans I mentioned can help lower your taxable
income, thus lowering your tax liability. But there are other methods for 
whittling down your taxable income from year to year by planning ahead.
One way is to shift income-producing assets to your children. If your 
children are age 14 or over, they can receive up to $650, up from $600 
in '94, in dividend and interest income tax-free, with any additional 
income taxed at their own rate, usually 15 percent.
You have to be a little more careful if your children are under age 14, 
however. Children under that age also can receive up to $650 tax-free, 
with the next $650 taxed at their own rate. However, any investment 
income over $1,300, a $100 increase over '94, will be taxed at your 
highest marginal tax rate. Another caution here: If you transfer more 
than $10,000 to any one individual in the same year, you could be liable 
for gift tax.
Another method for reducing the amount of income on which you owe 
taxes is allocating your investment dollars in a tax-savvy way. For
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example, you may want to consider purchasing tax-free municipal bonds 
instead of corporate bonds. Income from municipals is not included in 
your adjusted gross income and is free from federal tax. In some cases, 
interest may even be free from state and local income taxes as well. 
Here's where it's important to know your marginal tax rate -  or "tax 
bracket" as we commonly refer to it -- so that you can test the net 
benefit of tax-free investments to your bottom line.
To illustrate, consider this example: A municipal bond returning 6 percent 
is the equivalent of a taxable bond returning 8.7 percent if you're in the 
31-percent marginal tax bracket. In the 39.6-percent bracket, that 6- 
percent bond would be worth as much as a taxable bond yielding 9.9
percent.
For those planning future educational costs, Series EE bonds can be a 
valuable tax-saving investment. Income from bonds issued after 
December 31, 1989, may be totally free from federal taxes if the 
proceeds are used to pay educational expenses for you or your 
dependents and you meet certain income limits. Be sure to keep in mind
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that there is a lot more than taxes to consider when investing, and always 
seek professional advice before jumping in.
Before I take your questions, let me stress that my goal today is not to 
give you an all-inclusive list of tax changes and tax-saving methods. I've 
tried to give you some basic facts and some helpful hints, and also a 
better appreciation of what's involved and how to get a handle on it. 
Effective tax planning is a year-round exercise that takes commitment, 
dedication and some professional advise from your CPA. And don't de­
lay -  think of today as the first day in the rest of your tax life!
I hope I've given you enough information to make that first step today 
and enough motivation to keep on walking to a healthier financial future. 
Let me open the floor now for your questions.
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Radio and Television Interview Guide To 
Commonly Asked Questions About Tax Preparation For 1995
1. Who needs to file a tax return?
Most people must file a return if annual gross income is above the threshold of your 
filing status. The filing requirement thresholds for individuals under the age of 65 
are: $6,400 if single; $8,250 if claiming head of household status; $11,550 if married 
filing jointly; and $2,500 if married filing separately. For individuals age 65 or over, 
the amounts are: $7,350 if single; $9,200 if claiming head of household status; 
$13,050 if married filing jointly; and $2,500 if married filing separately.
2. What types of income do I have to report on my tax return?
The general rule is that all income is taxable unless otherwise noted in the tax law. 
You must report all wages, tips, or bonuses received in 1995, as well as all interest 
and dividend earnings. Other examples of taxable income include capital gains, 
unemployment compensation, alimony, partnership and S-corporation income, and, in 
some cases, Social Security benefits.
3. Is there any income you do not need to report to the IRS?
Welfare, veterans' disability benefits, workmans compensation benefits, supplemental 
security income from Social Security, child support, gifts and inheritances, life 
insurance proceeds, or a tuition scholarship are examples of tax-free income you do 
not need to report to the Internal Revenue Service.
4. My daughter is 13 years old. How much of her investment income is tax-free?
Investment income earned by children under 14 is tax free up to $650. The next 
$650 is taxed at their own rate, usually 15%. However, investment income above 
$1,300 is taxed at the parents* highest marginal tax rate.
5. How much money can my son earn from summer employment without paying 
income tax?
In 1995, the first $3,900 a child earns is covered by the child’s standard deduction, 
and another $2,000 can be used to make a deductible IRA contribution, making 
possible total tax-free earnings of $5,900. Keep in mind, however, that an IRA is a 
retirement vehicle.
6. I worked for several employers this year. Could I have overpaid Social Security 
taxes?
Yes. When you take another job during the year, your new employer begins 
withholding Social Security taxes as if you had paid none at all, so you may have paid 
taxes on more than the earnings ceiling. If you worked for more than one employer, 
and a total of more than $3,794.40 was withheld from both jobs together for Social 
Security taxes, you claim the excess as a tax payment on your tax return.
7. What are the standard deductions for 1995?
The standard deductions for 1995 are $3,900 for single filers, $6,550 for married 
taxpayers who file jointly and for qualified widow(ers), $5,750 for heads of 
households, and $3,275 for married taxpayers who file separately. If the taxpayer is 
over 65 years of age, the standard deductions are larger, becoming: $4,850 for 
singles, $7,300 for couples if one is 65 or older or $8,050 if both are, and $6,700 for 
heads of household.
8. What is my personal exemption worth in 1995?
Each exemption you claim on your 1995 tax return is worth $2,500. Certain higher- 
income individuals may lose part or all of the $2,500 deduction if their adjusted gross 
income exceeds the threshold amount for their particular filing status. Phase out 
begins at $114,700 for single individuals; $172,050 for surviving spouses and married 
couples filing jointly ($86,025 if filing separately); and $143,350 for heads of 
household.
9. What is the difference between an adjustment and a deduction?
Adjustments are tax deductions that are subtracted directly from gross income, 
whether or not you itemize personal deductions on your tax return. Deductions are 
reductions from your adjusted gross income (AGI) based on tax-allowed expenses, 
such as medical bills. Subtracting personal deductions from your AGI, in other 
words, gives you "taxable income."
10. Do I need to get a Social Security number for my infant?
You now must obtain a Social Security number for all children in the year they are 
bom. To acquire a Social Security number for a dependent child, contact your local 
Social Security Administration office.
11. How can I lower my taxable income to avoid becoming subject to a higher tax 
rate?
Generally, retirement plans are the best way to lower taxable income. You have until 
April 15 to make an Individual Retirement Account or Simplified Employee Pension 
plan contribution.
12. I recently read that it makes sense for married taxpayers to file separately. Is 
this correct?
Because of the phaseouts of personal exemptions, miscellaneous, and other itemized 
deductions, some two-income couples may be better off filing separately. However, 
compute your tax bill both ways to determine which method works best for your 
family. When filing separately remember — if one spouse itemizes, the other must 
also.
13. I got a divorce this year, can I deduct the legal bills?
You can deduct legal fees related to tax planning and the collection of alimony 
because these are costs related to the collection of taxable income. Remember, 
qualified legal fees are a miscellaneous expense, deductible to the extent that total 
miscellaneous expenses exceed 2 percent of adjusted gross income.
14. Did the self-employed insurance deduction change this year?
Yes. As a self-employed individual, you now can deduct 30 percent of your yearly 
medical insurance premiums from your gross income without regard to the 7.5 
percent floor on medical expenses. The remaining 70 percent can be added to your 
other medical costs.
15. I moved to take a new job. What moving costs can I deduct?
First, to qualify for the moving expense deduction, your new job location must be at 
least 50 miles farther from your old residence than your previous job. In addition, 
it’s not just how far you travel to your new job, but also how long you stay. The 
rules require that you be a full-time employee for at least 39 weeks during the first 12 
months after arriving at the new location. Deductible moving expenses include only 
the cost of moving yourself, your family members, your household goods and 
personal effects, and the cost of travel to the new residence. As long as your moving 
expenses are reasonable, there is no limit to how much you can deduct for these 
expenses.
16. I made improvements to my home for medical reasons. Can the expense be 
deducted?
Generally, the cost of improvements to your home for valid medical reasons, minus 
any resulting increase in the value of your home, is deductible as a medical expense. 
Remember, medical expenses are deductible only to the extent their total exceeds 7.5 
percent of adjusted gross income.
17. Since I pay many of my father’s medical bills, can I deduct them on my tax 
return?
If you can claim your father as a dependent, you may deduct his medical expenses as 
long as his expenses, combined with your own and those of other dependents, surpass 
7.5 percent of your adjusted gross income. Generally, dependents must be either 
relatives or full-time members of your household, and they must receive over half of 
their financial support from you.
18. How much can I deduct for business use of my car?
You have the option of claiming 30 cents per mile or the actual cost of operating your 
car for business purposes. Actual operating costs include gasoline, oil, repairs, 
license tags, insurance, and depreciation.
19. My house was damaged during an earthquake. Can I deduct my losses?
Losses incurred as a result of an unexpected disaster are deductible as an itemized 
deduction only to the extent they exceed 10 percent of your adjusted gross income and 
have not been reimbursed by your insurance company. In addition, for each loss 
there is a $100 deductible.
20. Will itemized deductions continue to be phased out for high-income taxpayers?
Yes. Taxpayers with adjusted gross incomes over $114,700 ($57,350 if married, 
filing separately) must reduce their itemized deductions by 3 percent of the amount by 
which their incomes surpass the limit. Medical expenses, investment interest, and 
gambling, theft, and casualty losses are excluded from this reduction. Your itemized 
deductions, however, will never be reduced by more than 80 percent.
21. What is the AMT and how do I know whether it affects me?
The Alternative Minimum Tax (AMT) is a separate tax that is triggered when 
extensive deductions or credits drastically reduce your regular tax liability. The only 
way to know for sure if it affects you is to calculate your tax under the regular system 
and under the AMT system. The higher amount is what you owe.
22. How can I avoid penalties for underpayment of estimated taxes?
If your adjusted gross income (AGI) exceeded $150,000 in 1994, your combined 
estimated and withheld taxes for 1995 must total at least 90 percent of 1995’s final tax 
bill or 110 percent of the tax you owed for 1994. If your AGI was $150,000 or less 
in 1994, your tax payments must equal at least 90 percent of 1995’s final tax bill or 
100 percent of your bill for 1994.
23. Can I get copies of my past years’ tax returns from the IRS?
Yes. The IRS generally keeps copies of taxpayers’ returns for six years. You can 
get a copy of a past return by filing IRS Form 4506, Request fo r Copy o f Tax Form. 
There is a nominal charge.
24. What are the rules for filing an amended tax return?
You can correct an erroneous tax return by filing IRS Form 1040X. You can file it 
any time if the error resulted in an underpayment. However, to get a refund, you 
must file within three years from the original due date of the tax return, or two years 
of the date on which you paid the tax owed, whichever is later.
25. What should I do if I can’t file my return by April 15?
If you cannot meet the deadline, file Form 4868 to obtain an automatic four-month 
extension to August 15. You still must pay all taxes owed by April 15, or be subject 
to interest and late-payment penalties. If you can’t pay the tax due, you can request 
an installment-payment agreement by submitting Form 9465 or an extension of time 
for paying the taxes by filing Form 1127.
26. My siblings and I jointly support our mother. Who can claim the dependency 
exemption?
If family members jointly support a parent with no one person providing more than 
half the financial backing, you can file a Multiple Support Declaration, IRS Form 
2120, to obtain a dependency exemption that allocates the exemption to only one of 
the family members providing support.
27. My wife and I are divorced, but I claim the exemption for our child. Can I shift 
the exemption to my wife?
It can make sense for divorced or separated parents to shift the dependency exemption 
for a child from the custodial to the noncustodial parent if the noncustodial parent is 
in a higher tax bracket. You can do this by filing Release o f  Claim  to  Exemption f o r  
Child o f Divorced or Separated Parents, Form 8332.
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